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On July 25 Paraguay's lower house of Congress passed a "financial-emergency" law in response to a
banking crisis that erupted in June. The crisis has further eroded the ability of President Juan Carlos
Wasmosy to govern, as opposition within the governing Asociacion Nacional Republica (ANR,
Partido Colorado) heats up in anticipation of coming party primaries. In Paraguay's second banking
crisis in two years, the Central Bank was forced to take control of Banco Union, the country's largest
private bank.
The Banco Union and Banco de Inversiones Paraguayos (BIPSA), along with the Banco de Ahorros
Paraguayos a savings and mortgage institution misused resources, granted loans, and carried
out operations abroad with no formal records and no authorization, according to investigators. In
addition, shortly before taking over the Banco Union on June 16, Central Bank authorities found that
bank executives had syphoned off government financial aid for their personal use.
Wasmosy called the directors of Banco Union and BIPSA "criminals" for carrying out the
multimillion dollar withdrawals when the Central Bank injected rescue funds into these institutions.
In early July, representatives of the International Monetary Fund (IMF), the World Bank, and the
Inter-American Development Bank (IDB) went to Asuncion to study alternatives for resolving
the financial crisis. Their report recommended passage of the emergency legislation to authorize
reimbursement to depositors within 180 days.
Bailout would protect depositors
The bill, which must still be approved by the Senate, would fully guarantee personal checking
accounts and would guarantee savings deposits for up to US$11,500. Current law limits liability
for repayment to US$2,300. Under the new legislation, social security funds deposited in banks
would be fully reimbursed by the state if a bank folded or was intervened, while funds belonging
to other government agencies would be covered for 50%. The social security institute has about US
$20 million in Banco Union, which also houses accounts for the state's electric company and other
government agencies.
The rescue plan has been strongly criticized by some legislators who oppose the use of public funds
for the bailout. "It's shameful that Congress will consent to give public funds to swindlers and help
out a government linked to them," said opposition Deputy Paraguayo Cubas. However, another
opposition deputy, Marcelo Duarte, said the lower house "tried to do the best it could to overcome
a critical situation." Ministers resign in wake of scandal On June 30, Industry and Trade Minister
Ubaldo Scavone resigned for "ethical reasons" as a result of the financial scandal. Agriculture
Minister Alfonso Borgonon also resigned.
Scavone was accused of covering up financial problems at the Banco Union, which was controlled by
his family, and he had been under pressure to quit from the Partido Colorado. Scavone had been in
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the Cabinet since Wasmosy took office in 1993. His brother is the former president of Banco Union.
"We are not exaggerating in saying our country has sunk into a true culture of corruption," said
Comptroller General Daniel Fretes. Fretes said the 1995 crisis cost the government a billion dollars
and this new crisis could be as costly (see NotiSur, 06/08/95 and 07/13/95).
Wasmosy has little support within the governing party The crisis has made Wasmosy, who was
elected in 1993 with about 47% of the vote, increasingly isolated. He lost control of the Partido
Colorado last year to opponent Luis Maria Argana, and his vice-president, Roberto Seifart, has been
highly critical of his policies (see NotiSur, 09/27/96). "I think Wasmosy is in a corner," said Seifart.
"His resignation would probably be a solution for the country. Since he has no political support, it is
impossible for him to govern."
Earlier, the party leadership, with the backing of Seifart, called for the resignation of Wasmosy and
his entire economic team. Argana said that Wasmosy and those around him are "delinquents who
deserve to be in prison." President Wasmosy insisted he will not resign and said his government
will try to clean up the "financial whorehouse" in the Paraguayan banking network. Both the
vice president and Argana are vying for the nomination to be the Partido Colorado's presidential
candidate in the general elections scheduled for May 1998. The party primary is set for Sept. 7.
US is caught in party infighting
Meanwhile, the US Embassy in Asuncion denied it was backing a third contender for the Partido
Colorado nomination, former army chief Lino Oviedo, accused of heading an army revolt last year
(see NotiSur, 05/03/96 and 04/11/97). Oviedo currently leads in most opinion polls against Argana,
Seifart, and Carlos Facetti, head of Wasmosy's economic team and the president's choice to succeed
him. Oviedo reportedly said in a meeting with supporters in Buenos Aires that he enjoyed US
support in his bid to succeed Wasmosy.
"The US government is not backing any candidate or party in the general election to be held next
year, nor in this year's primaries," a statement released by the embassy said. "We hope for the
victory of candidates who strongly believe in democracy and who want the country to continue to
advance in modernization and development and in international cooperation." [Sources: Inter Press
Service, 06/23/97; Latinamerica Press (Lima), 07/10/97; Reuter, 06/30/97, 07/08/97, 07/11/97, 07/21/97,
07/25/97; Diario ABC Color (Paraguay), 07/29/97; Ultima Hora (Paraguay), 07/30/97]
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